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The Spending Side of Taxes 


Government Operations As a Socializing Influence 


by JouHN F. SLY, Director, Princeton Surveys 


There are three ways of socializing an economy—by public ownership, by public regula- 
tion and by public operations. Whenever a government, either by plan or necessity, becomes 
a major support for production and employment, it must also assume responsibility for appor- 
tioning economic costs and economic benefits. Government today accounts for 14 per cent of 
the national product, To this extent, therefore, it determines what shall be produced, under 
what standards, at whose economic cost, and for whose benefit. This is a strong socializing 
influence, but is it compatible with a free economy? Is it a safe economy? “We cannot afford 
today,” writes Vannevar Bush, “to interfere unduly, even in the name of humanitarianism, 
with the diversified vigorous private initiative that made us great.” 


T IS customary to complain without ceasing of what is commonly referred to as the “tax 

burden.” This “burden” is defined by lumping all federal, state and local taxes into a sum 
and describing it as a claim of 22 per cent of the nation’s product amounting to $401 per 
capita. The implication is that this ratio is enormous, unreasonable and destructive, and were 
it reduced or minimized we would move quickly into fuller and freer lives. 


But taxes are per se no more oppressive than 
other fixed charges upon the taxpayer—his rent, his 
grocery bills, his clothing, his insurance. They can 
only be regarded so because of the disrespect in 
which governmental expenditures as a whole are 
held. Tax claims on income popularly represent a 
confiscation of private funds to support the dead 
weight of government; and while there is a general 
feeling that some governmental services are needed, 
there is a strong suspicion—as old as the Pharaohs 
—that the need is oversubscribed. 

There are certain basic reasons for this uneasy 
disconient: 

First, The benefits of government spending 
are highly segmented and therefore not recogniz- 
able as a whole; 

Second, Their total effect on the economy is 
little understood, dificult to measure, obscure 
and, therefore, disturbing; 

Third, The economic costs (taxes) are often 
onerous, uneven and erratic and an annoyance 
to the taxpayer; 

Fourth, The tax bill is determined and en- 
forced by law and its payment is not directly 
associated with services rendered; 

Fifth, There is a strong feeling of “waste” 
in all large-scale public operations; and 

Sixth, There is wide-spread conviction that 
government services are “free” and while there 
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is a vague acknowledgment they must be “paid 
for,” the beneficiary should not be bothered. 


At the same time there are positive forces at 
work to accentuate the condition about which there 
is such universal complaint. There is a growing 
tendency to use the tax power to correct competitive 
disadvantages within the economy — tax “trade 
barriers” are one well-known device, competitive 
state tax structures are another, and the use of 
public credit for at least quasi-private purposes is 
still another. Public credit for housing programs 
based upon marginal values; bankers who would 
tax foreign banks out of the trust business to main- 
tain a monopoly within their own jurisdiction; 
retail merchants who would tax chain stores for 
competitive reasons; a railroad that wants to “even 
up” transportation costs by taxing highway carriers 
out of the “free” use of the highways—all are en- 
gaged in promoting higher taxes for somebody else. 

There are scores of groups seeking direct benefits 
in the form of business opportunities, added serv- 
ices, subsidies and direct payments that run inte 
increasing billions a year. Business men will criti- 
cise bitterly excessive public expenditures but profit 
generously from government contracts. Farmers are 
eager for price support programs, but want no new 
taxés on agriculture. Veterans’ organizations de- 
mand increasing benefits, but payment should not 
rest upon their memberships. Highway users are 
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all out for multi-millions in freeways and park- 
ways, but resist increases in motor vehicle taxes 
and are loud in their resistance to toll roads. Labor 
is constantly pushing for further gains in “social 
security” provided corporate earnings pay the bill; 
and even the householders will vote more and more 
local services—but the cost must not fall upon 
local property. 


These are responses that spring from the “tax 
burden” theory. It is a “something for nothing” 
philosophy—a bad thing in itself and a travesty 
on democratic government. It is in effect a ten- 
dency to redistribute private property for private 
purposes, and it has the deepest implications on the 
spending side. The problem is no longer so simple 
as less government or more government, or higher 
taxes or lower taxes or frugality or extravagance. 
These are merely manifestations of an issue funda- 
mental to the life of a free society. It raises again 


ond Inaugural that had all the impact of an 
A-bomb: 

“T see one-third of a nation ill-housed, ill-clad, 
ill-nourished . . . The test of our progress is not 
whether we add more to the abundance of those 
who have much; it is whether we provide 
enough for those who have too little.” 

This has become a major policy of government. 
High taxes have become equalizing factors both as 
among taxpayers and taxpaying groups, but it is 
on the operational side—the spending side—that 
the conflict with Hamilton’s concept of “liberty” 
becomes most important. 

It cannot be doubted that a major factor in the 
high level production and high level prices of 
today is attributable in large measure to govern- 
mental financial operations. At the peak of the 
war effort (1944), governmental expenditures were 
approximately double the amount of governmental 
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Hamilton’s admonition to the Federal Convention 
of 1787: “It was certainly true that nothing like 
an equality of property existed: that an inequality 
would exist as long as liberty existed, and that 
it would unavoidably result from that very liberty 
itself.” 


It is true that Hamilton and his colleagues were 
not troubled with the humanitarian problems of 
their day; nor did they have any idea of the 
security factors that a twentieth century economy 
would require. To say that an industrialized society 
must not only look after its casualties but must do 
everything possible to prevent them, could find a 
place in the platform of any political party today. 
Even the comfortable restrictions at the turn of 
the century recognized the iniquities of economic 
greed and banditry and the necessity of a police 
function in the economic fieid. But this was little 
more than applying crimin:.] law to abuses within 
the economy, and touched lightly, if at all, the 
“liberty” that Hamilton was talking about. It was 


the social impulse culminating in Roosevelt’s sec- 
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receipts (Table 1). This means that. >rnment was 


putting twice as much money into t ‘conomy as 
it was taking out. As compared wi' al govern- 
mental receipts of about $52 billio 1944, gov- 


ernment purchases from busines; mounted to 
about $63 billion and governm payrolls to 
$33 billion. All other governmeniuc expenditures 
amounted to $7.5 billion. This is the plainest kind 
of deficit financing, but that it was the key to war- 
time “prosperity” there can be no doubt. 


But look at Table I—1948. Total governmental 
expenditures had fallen to $52 billion—about one- 
half the 1944 level. Governmental receipts amount- 
ed to $60 billion — exceeding expenditures by $8 
billion. Here was a beginning to making up past 
deficits. Even, however, at the reduced post-war 
level of public expenditures, the total of govern- 
ment payrolls and purchases was almost three 
times what they were in 1939, and in addition, 
payments for social insurance benefits, pensions, 
relief, etc., exceeded the total amount of all govern- 
ment expenditures in 1929. This is no mere prob- 
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TaBLe I 
GOVERNMENT RECEIPTS AND EXPENDITURES IN THE UNITED STATES’ 
Federal, State and Local 
1929-1948 


Receipts: 
Peveehal tases ee 
Corporate profits taxes .... 
Indirect business taxes ............... 





Tota) Receipts: 


Expenditures: 


Compensation of employees —........- 


Social insurance benefits 


Pensions, bonus, relief, ete, en 


Purchases from business 

Purchases from abroad 

Net interest paid 

Net subsidies of government enterprises. 


Total Expenditures 
Surplus (+) or Deficit (—) 0. 





Contributions for social insurance ............... 
Nen-tax rece sia ek 





lem of “tax burden,” excessive services, and public 
waste, nor will it ever be realistically handled 
from these premises. It is the fundamental prob- 
lem of economic control and distribution—the ex- 
tent to which a satisfactory economy can be built 
on the spending and employment policies of big 
government. 

The influence of public financial transactions 
upon the nation’s economy has been “measured” 
in various ways. The most usual approach relates 
total taxes to 1) the national product or 2) the 
national income. But these measures are themselves 
subject to changing statistical concepts and are in- 
fluenced by the way tax moneys are used by govern- 
ment. Because they are directed at demonstrating 
a tax burden upon the economy, they are at best 
little more than an expression of the “burden com- 
plex.” A more productive source of inquiry would 
seem to be one of departing from the “burden 
complex” to examine the way government finance 
molds the economy, itself. 

The starting point in the currently accepted 
method for measuring the national income is what 
is termed gross national product. Representing the 
market value of goods and services produced by 
the nation’s economy, the national product is 
largely determined by business sales and non-busi- 
ness payrolls. As shown in Table II (1948), govern- 


(millions) 
1929 1939 1948 


1,925 $ 1,948 $ 20,277 
1,398 1,462 13,619 
6,739 9,036 19,517 
243 2,136 5,140 
982 821 1,620 


$ 11,287 $ 15,403 $ 60,173 


$ 4,356 $ 7,629 $ 17,823 


853 2,572 
1,659 204 7,936 
5,375 17,152 

64 925 1,762 
1,205 4,443 
485 85 


$ 10,220 $ 17,270 $ 51,773 
$+1,067 $-—1,867 $51,362 $+8,400 


SOURCE: U. S. Department of Commerce, Bureau of Forei and Domestic Commerce, “National 
Income and Products Statistics of the United States,” Survey of Current Business, July, 1947, and 1949. 
_ ' Government receipts and expenditures shown differ from those in the conventional statements of 
finance, due to differences in coverage, classification, timing and definition. For an explanation of 
these differences see Survey of Current Business, July 1947, p. 22. 





mental activities influence the national product in 
two ways: First, as a customer of business, govern- 
mental purchases account for 7.4 per cent of all 
business sales and 6.5 per cent of the total gross 
product estimated for 1948. Second, as an em- 
ployer, government payrolls representing the pur- 
chase of personal services accounted for 6.8 per 
cent of the 1948 national product. All told, about 
14 per cent of the 1948 national product is attrib- 
utable to expenditure for purchases of goods and 
services by the federal, state and local govern- 
ments. 

In 1929, governmental expenditures for pur- 
chases of goods and services accounted for about 
8.2 per cent of the gross national product. Ten 
years later (1939), the importance of government 
within the total stood at its present level of 14 per 
cent. During the late war, governmental expendi- 
tures for purchases of goods and services reached 
their peak in 1944 when they represented 45 per 
cent of the gross national product. The transition 
between 1944 and 1948 was characterized by re- 
duced public expenditures, more than offset by in- 
creased personal and private business expenditures. 
These ratios apply, however, within a changing 
total gross product. While government expendi- 
tures in 1948 represent about the same portion 
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Taste II 
GROSS NATIONAL PRODUCT OR EXPENDITURE IN UNITED STATES 


1929-1948 


(millions) 


1929 1939 1944 1948 


Personal and Institutional Consumption: 


Purchases from business 

Purchases from abroad ~.W 
Compensation of employees 
IE SN a 
Institutional depreciation 





Total Comsumption een 


Gross Private Investment: 
Purchases from business ...... Tonalin 
Change in inventories 


Total Private Investment —..- 


Net Foreign Invesument: 
Business sales abroad ie cccccccccenena nn 
Income from abroad .............. 
Government sales abroad 
Personal sales abroad... 


Net Foreign Investment ~..... 


Government Purchases of Goods and 
Services: 
Purchases from busimess 2..ccccccccecn 
Purchases from abroad... se 
Compensation of employees 





Total Government Purchases of Goods 
and Services ................. 
Total Gross Product 


14,262 $ 9,476 8,523 


15,824 $ 9,917 7,714 


$103,828 


$63,816 $106,138 $171,291 
484 1,175 1,141 
2,178 3,495 4,974 
801 542 1,167 

187 200 215 


$178,788 





$67,466 $111,550 


$ 38,553 
1,562 441 — 809 6,455 


$ 45,008 


993 $ 1,123 —422 $ 3,816 
810 313 423 988 
—70 —64 —925 — 1,762 
— 962 — 484 —1,1%5 —1,141 


$ 888 $— 2,099 $ 1,901 


$ 5,375 $ 62,810 $ 17,152 
64 925 1,762 
7,629 32,788 17,823 


$13,068 
$91,239 


$ 96,523 
213,688 


$ 36,737 
$262,434 





SOURCE: U. S. Department of Commerce, Bureau of Foreign and Domestic Commerce, ‘National 
Income and Products Statistics of the United States,’”’ Survey of Current Business, July, 1947, and 1949. 





- of the total as they did in 1939, their amount is 


almost three times what it was in 1939. 

But comparison between Tables I and II indi- 
cates that the influence of governmental finance 
upon the economy is not wholly reflected in the 
gross national product, since only public payrolls 
and purchases are included within the national 
product. Public expenditures for such things as 
social insurance, relief, pensions, net interest and 
subsidies for governmental enterprises are reflected 
in other ways. These items (Table I) amounted to 
$15 billion in 1948 as compared with $4 billion in 
1939 and less than $2 billion in 1929, and are 
reflected at various stages in the transition from 
gross product to national income and personal 
income as shown in Table III. 

Without dwelling upon the technique of measur- 
ing national product, national income or personal 
income, examination of Table III indicates the in- 
adequacy of each as a standard for measuring a 
“tax burden” which is hypothetical at best. All of 
them together, however, show a high degree of 
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dependence upon public spending. Not only is 
government spending a large factor within the 
gross product from which income is developed, but 
government interest, social insurance and other 
payments to individuals below the level of pro- 
duction and national income represented 7 per cent 
of all personal income realized. These payments 
have, moreover, increased from 2 per cent of all 
personal income in 1929 to 7 per cent in 1948. 
But there is a fact and a query arising from these 
figures: 

The nation’s economy (1948) has expanded 
to an unprecedented height and this in the face 
of marked reductions in public expenditures, 
since the wartime peak (1944). 

How essential, then, is big government as pur- 
chaser and employer, to continued full-scale 
production in the national economy? 

There are important economic implications in 
this form of financial activity. Economically, it 
serves as a kind of “support” program for a large 
cross-section of the national economy. It springs 
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from certain large-scale public policies and serv- 
ice programs that, for the time being, at least, 
require the goods and services that government 
purchases. In other words, it has a twofold benefit: 
first, it stimulates economic activity on a “buy- 
from-ourselves” philosophy; and second, it sus- 
tains those large-scale policies—for example, farm 
subsidies, social security and the rehabilitation of 
Western Europe — identified with humanitarian 
obligations and national security. 

But admitting these points, there are real hazards 
which are the basis of the unrest which seeks ex- 
pression in hammering at “tax burdens”: 

First, To the extent that government assumes 
responsibilty for initiating economic activity, it 
must also assume responsibility for apportioning 
economic costs and economic benefits. The fact 
that government expenditures for purchases of 
goods and services are responsible for 14 per cent 
of the gross national product (1948) means that 
the charge for that 14 per cent rests upon tax- 
payers in whatever proportion tax measures may 
be designed to reach them. Every tax is an oper- 
ating cost. What has happened, therefore, is this: 
Economic costs of very substantial amounts are 
apportioned by legislative act, as contrasted with 
decisions of the market place—presumed to be the 
keystone of a free economy. 








Plus net subsidies of government enterprise 
Less indirect business tax and other liabilities 


National. ineotne nije 

Less: 
Undistributed corporate profits . 
Corporate profits taxes ence 
Contributions for social insurance 
Inventory and wage adjustments ............ 


Plus: 

Net government interest een 

Social insurance, relief, pensions, bonuses, 
WG waicsaihlih cident See Reie ada eocdaeiotacnilaedaiaie 

Business gifts, bad debts, ete. 


Personal income ..... Se SEE eB 
SOURCE: See Table I. 




















Second, The sheer magnitude of public financial 
operation tax demands at the federal level, is 
throwing the federal system into an unbalanced 
position. In 1948, about three-fourths of all gov- 
ernmental receipts were collected by the federal 
government (Table IV). This is in sharp contrast 
to the pattern of 1929 when two-thirds of all gov- 
ernmental receipts were collected by state and local 
governments. On the expenditure side the federal 
government accounted for 64 per cent of the total 
in 1948 as compared with 25 per cent in 1929. 
While federal aid to state and local governments 
was negligible in 1929, it was the basis of about 
one-ninth of all state and local finance in 1948. 

As the largest item of government expenditure. 
public payrolls in 1948 were divided about equally 
between the federal and state and local govern- 
ments as compared with 1929, when federal pay- 
rolls represented a little more than one-fifth of the 
total. Governmental purchases from business stand 
second to. payrolls in the amount of public ex- 
penditures. In contrast to 1929 when federal pur- 
chases amounted to 8 per cent of all governmental 
purchases, the federal government was responsible 
for 60 per cent of the total in 1948. 

These figures indicate that over the past twenty 
years the federal government has replaced state 
and local governments as the principal medium 




















Taste Il 
RELATIONSHIP BETWEEN GROSS NATIONAL PRODUCT, 

NATIONAL INCOME AND PERSONAL INCOME 
1929-1948 
(millions) 
| 1929 1939 1944 1948 
Gross national product . eatery $91,339 $213,688 $262,434 

Less capital consumption allowance... 8,816 8,101 11,887 15,704 

Net national product $95,012 $83,238 $201,801 $246,730 


$ —147 $ @ $ 705 $ 85 


7,510 11,191 18,668 20,611 





























$ 87,355 $72,532 $183,838 $226,204 
$ 2,597 $1,209 $ 6128 §$ 13,242 
1,398 1,462 13,525 13,619 
243 2,136 5,173 5,140 

472 —714 — 480 ~~ 2,140 

$ 82,645 $68,439 $159,492 $196,343 
983 $120 $ 2803 $ 4,443 

912 2,512 3,091 10,508 

587 451 506 606 

$ 85,127 $72,607 $165,892 $211,900 
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Tasie IV 
| COMPARISON OF FEDERAL WITH STATE AND LOCAL GOVERNMENTAL | 
RECEIPTS AND EXPENDITURES IN THE UNITED STATES 
1929 and 1948 | 
(millions) 
| 1929 1948 
State + State + 






Federal - Local Total 





Federal Local Total 












Receipts: 










































































Personal income taxes... $$: 4238 $3 199°:$ L377 $19,825 $ 520 $ 20,345 
Corporation income taxes 1,253 145 1,398 12,920 699 13,619 
Sales and excise taxes................ 564 414 978 7,501 3,676 11,177 
Property taxes Soin 4,691 4,691 _- 6,064 6,064 
Contributions for social 
NG 665 mm. as 243 4,528 612 5,140 
ee ee 660 1,044 1,704 1,310 2,760 4,070 
Non-tax receipts .. : 80 902 982 342 1,278 1,620 
Total Receipts $3,919 $ 7,454 $11,373 $ 46,426 $15,609 $ 62,035 
Less tax refunds 86 — 86 1,862 — 1,862 
Federal aid .............. ag, ee 117 -- — 2,016 2,016 = 
! a eet 
Adjusted receipts —..........$ 3,716 $ 7,571 $11,287 $ 42,548 $17,625 $ 60,173 
Expenditures: 
Compensation of employees..$ 900 $ 3.456 $ 4,356 $ 8,869 $ 8954 $ 17,823 
Social insurance benefits.......... 44 72 116 2,246 326 2,572 
Pensions, bonus, relief, etc....... 650 146 796 5,380 2,556 7, '936 
Purchases from business... 341 3,705 4,046 10,266 6,886 17,152 
Purchases from abroad.............. 70 —~ 70 1,762 — 1,762 
Net interest paid 441 542 983 4,168 275 4,443 
Net subsidies of government 
SS Rae eee Bo ae ae 681 —596 85 
Total Expenditures - -$ 2.531 $ 7.689 $10,220 $ 33,372 $18,401 §$ 51,773 
Surplus (+) or 
Deficit (—) —............ $+1,185 $—118 $+ 1,067 $+9,176 $-—776 $+8,400 















SOURCE: See Table I. 








ments would more nearly determine benefits, and 
private initiative rather than government collec- 
tivism would guide more of the product. 

This can never, of course, be completely true. 
Government will always be a heavy employer and 
heavier purchaser, and the industrialized society 
with its humanitarian and security responsibilities 
has magnified its position. But trends and pres- 
sures are upward. Fourteen per cent of the total 


of public financial influence upon the nation’s 
economy. It is here also that the “tax burden” 
arugment is of some significance. The sheer weight 
of taxes at the federal level has fostered a tax 
resistance at state and local levels that has accentu- 
ated centralized support of government. Nation- 
wide bargaining by state groups before Congress 
and state-wide bargaining by local groups before 
state legislatures have replaced the older concept 





of local taxes for local purposes. Federalism can- 
not survive without substantial fiscal] responsibility 
at local levels, and there can be no ducking the 
truth in the old saw that he who pays the piper 
will ultimately call the tune. 

Third, Spending initiative is moving from pri- 
vate agencies to public agencies. Were the same 
amounts of federal expenditures for personnel and 
purchases made by private sources, there would, 
presumably, be no difference in the volume of total 
economic activity. But costs and benefits would be 
differently distributed and the end result might be 
substantially different. A free market rather than 
tax acts would determine the incidence of costs: 
individual bargaining rather than statutory allot- 
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product is a large segment of the economy to 
place under government operations during a pros- 
perous, peacetime period. What if it rises to 25 
per cent or higher? Is even 14 per cent a safe fig- 
ure for a single customer? At what point does 
public initiative take over and private initiative 
disappear? Or to reduce it to a more personal 
basis: There is a moral duty: How much of the 
national product can a free economy retain and 
fulfill its duty to an industrialized society? There 
is a safety factor: How much of the national] prod- 
uct can a free economy retain and remain secure? 
And there is a liberty value: How much of the 
national product can free economy lose and re- 
main free? 


